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Mr. M. T. &llen, President \f)
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Dear HMr. Allen:

In our March meating we discussed our plaen to provide you, upon
completion of our 1972 sudit and the issuvence of our veport to the Board
of Trustees, a susmary of our ohservations developed durimg the audit.
Kow that the audit has been comnleted egnd the report issvad; us bave
prepaved the enclosed ranagenent report which preseante in some detall a
musher of watters whilch we bellevs varvant your attention.

We wera vrvy much rncoursned by youb positive recction to the
desirshility of u¢“u1;,“*iu. monagenent opportunities for improving the
efficlency of the A ornticals operations and its dntermal contyols.
th cgah mzpagenent, laventory nanagouent,
cobion progedures, rayroll, purchovieg, amd
Ef“ﬁa year of the foguola opsrabion end v
coultdng frem our limmtpd wark at that lotation,

e hove discuseed most of oue obzevvations with you or mmombevs of
your staff and are prepared to ntet for such &L“Eh“? ¢iscuanicon ua
pight be of suxistance fo you I follouins threugh on actions uecessaxy
to overcome or corvect the situations described. Also, we will be
happy to furnish any addition2l wmaterial chet Light cesict you im youy
gtndy of the dasucs, Ue would eppreciate your views ard comulants on
these matiera and acsvice as (o any cetion tzLen or conteunplated,

It Yas been a pleasure vorkicg with vou and your ascociates end
ve appreciabe the encallent coeperation afferded us during the auditr.

Sincerely,

" ie Krileger

e L. Krieger
"

Recional Manager
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"AUDIT OF CENTRAL OFFICE

’

CASH MANAGEMENT

N - .

In prior years we analyzed GSI cash managem2nt practices and
recémmended certain changes such as a reduction in the number of bank
accounts. We are quite pleased with the positive actions taken by the
Corporation in responding to our past suggeétions.

Our audit this year did not include an analysis of cash management.
However, because the December 31, 1972, balance of "cash on hand and in
banks" was more than double the 1971 balance, we believe the subject
warrants some attention. |

Because idle éash is not a productihe asset, the optimum cash
balance on hand should be the minimuw amount required to meet financial
obligations as they occur. For most cofp;rate operatjions, a cash level
can be established based on normal operating requirements, with protection
against contingencies provided through investments in short-term securities
such as U.S. Treasur§ securities, —

We therefore suggest that an evaluation be made of the corporation's
cash positién to determine the appropriate balancé to have on hand. This
would require a study of the cash flow and the confidence level needed to
assure a sméoth, consistent operation. Any cash above the desired balance
could then be invested. .

We suggest also that, as.a part of.your ;;udy, consideration be
given to reducing further the number of bank—;;counts maintained. There
are now 25 active accounts, of which 10 are in the Washington, D.C.,

wetropolitan arca. Many of these accounts require that a minimum balance
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be maintained. A reduction in the number of accouats should therefore

further reduce idle cash on hand. Also, fewer accounts would be much
easier to control, Further reductions in the number of accounts may be
possible with an increased use of armored car service.’

INVENTORY MANAGEMENT

The taking of physical inventories should be a well planned and
coordinated operation. Counts should not be made by employeces
responsible for the inventory, and participants should be guided by written

instructions. We noted that the yearend physical inventory procedures

. at the maintenance shop, commissary, and Indjan Room Gift Shop often

did not conform to génerally accepted précedures.

At the Indian Room and the maintenance shop, inventory items
were counted by personnel of these unitg ;ather than by independent
parties. The managers of these units infofmed us that unit employees
héd made the counts to speed up the inventory taking process. Accounting
personnel accepted the counts without further verification.

Several days after the completion of:the physical inventory,
changes had to be made to the inventory counts because some items had
been overlooked and not counted. The unit manager telephoned the revised
counts to the accougting department, and éhanges were made to the
inventory balances without further verification.

We noted also that written instructions were not available at anf of
the locations for use by the personnel conducting the inventories.

We suggest that, in taking future physical inventorics, inventory

teams be made up of lundividuals vho are not responsible for the maintcnance
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of inventSry records or fo; custody of the ihventory. We suggest also
that written instructions be prepared and made avallable to all employees
participating in the physical jnventory. We suggest that, as a2 minimum,

the instructions provide guidance as to how the inventory teams will be

_organized; inventory staff procedures; handling of incoming purchases and

goods issued during the inventory taking; recording of counts, includiﬁg
instructions on the use of prenumbered tags; reconciliation of inventory
counts with accounting records; and procedures for making recounts and

changes to the physical counts., ' ' .

ACCOUNTS RECEIVABLE COLLECTION PROCEDURES

Accounting for receivaﬁies is an important form of control over ageﬁcy
resources because it results in a record pf amounts due that must be
accounted for. The accounting system shoild fherefore include procedures
for systematic follow-ups of overdue accounts,

In selecting accounts receivable to be confirmed, we found that many
of the receivables for meals charged at the executive dining rooms were
60 or more days overdue and that the amounts due were oftem in excess of
$100. We found that there were no formal,‘written procedures for
coilectiyg or following up overdue accounts. As a result, many customers
with»overdué accounts wére beiﬁg permitted to make additional charges.

For accounts 60 days overdue, the accounts receivable clerk's
practice is to telephone the customer or to send a second bill, If this
does mot result in payment, the only additional actiom taken ig another

telephone call.

\\:
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We suggest that the corporation's procedures be revised to provide

for more timely follow-up and collection of receivables. We suggest that

Y

this action be initiated vhen an account is 30 days deiinquent (instead

of 60 days, as in the current practice) and that the revised procedures
also include guidelines for disallowing further cfedit to delinquent
customers,

PAYROLL

To determine the propriety of the payroll and related expenses, we

selected, at random, payroll payments to 67 individuals from the -
pay period December 16-29, 1972, Ve found that existing internal controls
over payroll data were generally adequaée but believe that improvement

is needed in controls over timecards and tax withholding certificates.
Iimecards

' The corporation uses timeéiocks at most units to record employes
aftendance. Each employee is required to have his or her timecard

punched by the timeclock when arriving and departing duty. At the
éﬁd‘of'é'ﬁéf Eériod each timecard must be approved by a unit manager )

or his designee before it is sent to the payroll department.

We found that (1) timeclocks were not always used to punch timecards

and, as a result, hours of employee attendance were either written in or .
left blank and (2) many timecards were not approved by a unit manager
or his designee. |

We suggest that the payroll department and the unit managers enforce

the requirement for using timeclocks to record employees' daily time.

Qi 97
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We suggest also that steps be taken to insure that all timecards are °

approved by a unit manager or his designated assistant. If a change to
a timecard is necessary, we suggest that the unit manager's approval of

the change be indicated. S ‘ : | "

Withholding for Federal '
and State taxes : , ce =

The Internal Revenue Service (IRS) requires that employers take into
account an employee's marital status and number of exémptions in deter-
mining the appropriate amount of Federal income tax to be withhgld. IRS
further requires that, if an employee fails to furnich the necessary
information, the emp%oyer mugst consider the employee to be single and
to have no withholding exemptions.

We randomly reviewed the files of 57ﬂemgloyees to determine whether
Federal and State Income taxes were being withheld in correct amounts.
Our review of the personnel files and payroll master data file for these
employees disclosed that, for 16 employees (43.2 percent), either the
files did not contain withholding certificates or the withholding
certifi;atesAon file did not agree with the master file.

Ve discussed this matter with the Payroll Supervisor who said

that, in thése instarces in which withholding certificates were not

on file, the certificate had Been either mislaid, improperly filed, or .

a

lost enroute from the Personnel Department. We were not able to obtain
an explanation for the differences between the payroll master data file

and the withholding certificates om file.
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We suggest that current withholding certificates be obtained for
all employees and that the master payroll data file be updated to indicate
each employee's current withholding status. This would insure that

correct tax withholdings are being made for each employee.

PURCHASING

"Indian Room Gift Shop

We inquired into the mark-up procedures used for items sold at the
Indian Room Gift Shop. The manager of the shop informed us that the
price tag on each item contained an alphabetical code indicating its
cost. The manager stated that there was no formal mark-up poiicy and that
most items were mar@ed up 100 percent or more. Since there was no formal
pricing policy, the price of the items could be set at any amount.

We observed many items which appea;éé to be identical but which had
different selling prices. The manager informed us that the reason for
this was that the items, although similar, were purchased directly from
Indians at varying prices. B

We 'inquired also into'the procedures used to record-purchases at the
gift shop. The Supervisor of Inventory Reéords iéformed us that when the
gift sho? manager makes a purchase, a GSI Form 115 (Daily Schedule of
Purchases) is prepared and sent to the accounts paysble section. The
accounts payable section makes the appropriate entries and forwards a
reimbursement cherck to the manager.

The Supervisor of Inventory Records stated that no other documentation

(receiving slips, purchase invoices, etc.) is recejved with the GSI Form 115,

A
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Because the form gives only a description of the item purchased and the
purchase price; the accounting department cannot verify the quantity pur-
éhased, the purchase price, or the date recelved to source documentation.

The value of the inventory ($108,000) at the gift shop is increasing
each year, Ve beiieve, therefore, fhat the time is appropriate for
strengthening the shop's internal controls. We suggest that procedures
be established to insure better control over the shop's purchasing and
pricing activities. We believe the procedures should (1) define a
uniform pricing policy to be followed by the shop and (2) require documen-

tation of purchases to permit verification by the accounting department.-

Discounts on purchases

During our audit of purchase transaptions, we noied that available
discounts were sometimes not taken. Pers;%nel in the acccunts payable section
informed us that this usually happened because the accounts payable clerk did
not know that a discount was available or because the invoice from the unit
was not submitted in a timely manner.

We ;uggest that the accounts payable section be instructed to take
all available discounts and that unit manag;rs be réquired to submit
invoices .to.the accounting department promptly so that discounts can be

taken.

PERSONNEL

Training program for

new erployees

We believe improvements in many of the operational areas discussed in
the preceding sections could be achieved by placing increased emphasis on

training new administrative employees.,

A
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Througa our observations and discussions with several new employees,
we found that new hires are not given formal traiﬁing. They usually
receive Instructions from the persons they are replacing or from their
supervisors. As a result; new employees often are not fully informed of
theiy duties., Since there are no position descriptions, accounting
manuals, or operating instructions, these employees usually develop_theif
own way of performing their jobs.

We suggest that new administrative employees be given formal
training to better prepare them for their assigned duties. We believe
each new employee should be fully 1nformgd as to the importanée
of his job and how it fits into the total administrative operation and
should be carefully instructed on the detail procedures to be followed
in carrying out his responsibilities. -.

Salaries of administrative personnel

We believe that an effective administrative function, staffed with
capable personnel, is one of the cornerstones of a sound corporate
operation.

During our review of payroll transac;ions; we obsérvéd that the wage
rates for clerical and supervisory personnel in the accounting department

' .
vere somevhat lower than those paid by other employers.
Although some employees may have neither the desire nor the capability

to advance in the crganization, we believe a lerge number can be expected

to desire financial and status improvement. Therefore, it seems reasonable

N
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to aésume'that the salary écale may have been.a significant factor in’
cauging capable personnel to look outside the coréoration for opportunity
;né may have added to the corporation's difficulties in attracting qualified
and capable personnel to £111 vacant positions.

We suggest that the corporation's current ad@inistrative salary levels
be evaluated to determine whether they are competitive with comparable

positions in other companies.
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AUDIT OF SEQUOIA/KINGS CANYON

7

NATIONAL PARK

~

During the week of Novemger 27 through December 2, 1972, we observed
the physical inventory of the Sequoia/Kings Canyon National Park concession
and noted that an opportunity exists for making certain management improve-
ments at that location. We discussed the following suggested improvements
with.Sequoia officials and thelr comments have been incorporated as
appropriate.

DESIRABILITY OF HAVING -

OPERATING MANUAL -

A manual of operating procedures is an important part of a sound
internal control sysﬁem. By insuring coﬁpliance with corporate policies
and providing clear definitions of individhal responsibilities, an
effectively implemented manual of operating procedures can result in
more efficient management.

The Sequoila con;ession units do not have an operating manual, Our
observation of procedures and practices during our visit to Sequoia
indicates that there is a need for such a ﬁanual. " For exémple, the retail
method is used to account for inventory. To accurately compute the cost of
sales under this method, it is necessary to maintain records of all mark-ups
and mark-downs. This information, however is not being maintained at . ’
Sequoia. .

Also, we found that the Retail Manager operates autonomously in that

he prepares purchase orders and submits them directly to vendors without

- 10 -
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any reviey or approval. wpen the vendsr‘s invoice is received, the Retail
Manager compares it to the record of goods received and approves the invoice
for.payment. The approved invoice is then sent to the Chief Accountant

who forwards it éo the ceﬁtral office for payment.,

In a retail operation good internal control procedures require a
segretation of duties so that the same indiQidual will not be responsiblé
for making purchases, receiving the goods and approving payment., If
personnel limitations do not permit a segregation of duties, coples of
purchase and receiving reports should be forwarded to the accounting
section for review. 1In addition, limitgtions should be placed omn the
amount of purchases which can be made without approval,

We believe an operatiang manual is neqded at Sequoia to ingure that
necessary accounting data is maintained; Eo pfovide clear definitions of
individual responsibilities, and to establish the internal controls needed
for an effective operation.

Sequoia officials concurred in the néed for an operating manual and
informed us that the centrgl office in Washington, D.C., has plans
to develop one. We suggest that this projéct be given the management
support necessary to insure the manual's early development.

PHYSICAL CONDITION OF FACILITIES

During our visit to Sequoia, we observed that the facilities housing
the Studic Cift Stop and the Giant Forest Gift Shop needed structural
improvements. The storage facilities for the Studio Gift Shop did not

provide adequate protection from the weathér. In the storage area
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